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This report presents the results of our review of the processing of levies when closing a
case as currently not collectible (CNC) due to economic hardship. The overall objective
of this review was to determine if the Internal Revenue Service (IRS) is complying with
the Internal Revenue Code (I.R.C.) when processing levies on cases closed as CNC
due to economic hardship.

The Congress believed that taxpayers should not have collection activity taken against
them once the IRS has determined that the tax owed is uncollectible. As a result, the
Congress included a provision in the IRS Restructuring and Reform Act of 1998

(RRA 98)" that added I.R.C. § 6343(e) (2000), requiring the IRS to release a wage levy
as soon as practicable upon agreement with the taxpayer that the tax is not collectible.
A different provision, I.R.C. 8§ 6343(a) (2000), requires the IRS to release a levy when it
determines that the levy is creating an economic hardship to the taxpayer.

In summary, we determined that the IRS is not always releasing levies as required by
the I.R.C. or the intent of the law because we identified cases in which the IRS received
levy payments after the CNC (hardship) determination. In addition, we identified cases
that should not have been closed as CNC (hardship) because the IRS either did not

! Pub. L. No. 105-206, 112 Stat. 685 (codified as amended in scattered sections of 2 U.S.C., 5 U.S.C., 5 U.S.C. app.,
16 U.S.C,19U.S.C.,22U.S.C,23U.S.C, 26 US.C,,31U.S.C,,38U.S.C.,and 49 U.S.C.).



determine that an economic hardship existed or appeared to disregard the taxpayer’'s
ability to make payments. Finally, we identified numerous cases that had non-levy
payments erroneously recorded as levy payments on the IRS’ management information
system.

We recommended that the IRS improve controls to ensure IRS personnel identify levies
at the time a case is closed as CNC (hardship) and release levies as required. In
addition, the IRS should strengthen procedures to ensure cases are closed as

CNC (hardship) only when appropriate. Finally, the IRS should clarify guidelines to
ensure payments received by IRS personnel are accurately coded on the IRS’ computer
system.

Management’s Response: IRS management has agreed to the recommendations
presented and is proposing a number of actions to address the problems identified in
our report. These proposed actions include procedural and systemic changes to help
ensure levies are properly released. Furthermore, IRS management plans to
strengthen guidance on the appropriate use of hardship closing codes and for
managers to ensure a hardship condition exists prior to approving a CNC (hardship)
determination. IRS management also plans to issue a memorandum that reiterates the
need to follow procedures when applying levy payments. Management’'s complete
response to the draft report is included as Appendix VI.

Copies of this report are also being sent to the IRS managers who are affected by the
report recommendations. Please contact me at (202) 622-6510 if you have questions or
Daniel R. Devlin, Assistant Inspector General for Audit (Headquarters Operations and
Exempt Organizations Programs), at (202) 622-8500.
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Background

The Internal Revenue Code (I.R.C.) § 6331 (2000)
authorizes the Internal Revenue Service (IRS) to collect
taxes by levy" upon a taxpayer’s property or rights to
property if the taxpayer neglects or refuses to pay the tax
within 10 days after receiving a notice and demand to pay
the tax. The IRS can levy a taxpayer’s salary and wages,
bank accounts, or other money that is owed to the taxpayer.

The I.LR.C. 8 6343 (a) (2000) requires the IRS to release a
levy when it determines that the levy is creating an
economic hardship due to the financial condition of the
taxpayer. This provision covers all types of levies;
however, it does not specify when the levy must be released.
If a taxpayer’s income does not exceed necessary living
expenses and the taxpayer does not have the ability to pay
the tax owed, the IRS can close a case as currently not
collectible (CNC) due to economic hardship.

Some taxpayers contended the IRS was not immediately
releasing wage levies at the time the CNC (hardship)
determination was made but collected at least one period of
wages before releasing the levy. The Congress believed that
taxpayers should not have collection activity taken against
them once the IRS has determined that the tax owed is
uncollectible. As a result, the Congress included a
provision in the IRS Restructuring and Reform Act of 1998
(RRA 98)° that added I.R.C. § 6343(e) (2000) requiring the
IRS to release a wage levy as soon as practicable upon
agreement with the taxpayer that the tax is not collectible.
This provision applies only to wage levies imposed after
December 31, 1999. We believe the intent of the law could
also apply to restricting the imposition of any new levies on
a taxpayer immediately after a CNC (hardship)
determination.

! When initial contacts by the IRS do not result in the successful
collection of unpaid taxes, the IRS has the authority to work directly
with financial institutions and other parties to obtain funds that are owed
to the taxpayer. This procedure is commonly referred to as a “levy.”

2 Pub. L. No. 105-206, 112 Stat. 685 (codified as amended in scattered
sections of 2 U.S.C.,5U.S.C.,5U.S.C. app., 16 U.S.C., 19 U.S.C,,
22U.S.C,,23U.S.C,26U.S.C,31U.S.C.,,38U.S.C.,and 49 U.S.C.).
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The CNC (hardship) closing action stops IRS personnel
from actively working the case and suspends collection
action until a taxpayer’s ability to pay improves. An IRS
report shows that during Fiscal Year (FY) 2001, the IRS
closed approximately 207,461 taxpayer accounts as
CNC (hardship), with over $2.2 billion in taxes owed.

Revenue officers work in the Collection Field function
(CFf) and make personal (i.e., face-to-face) contact with
taxpayers. The Integrated Collection System (ICS) is used
to track collection actions taken on taxpayers’ accounts by
CFf personnel. IRS employees who only make telephone
contact with taxpayers work in Automated Collection
System (ACS)® call sites in IRS Customer Service offices.
The ACS is used in the call sites to track collection actions
taken on taxpayers’ accounts.

In FY 2000, the IRS filed 215,946 levies,* of which
141,049 (65 percent) levies were issued through the ACS
and 74,897 (35 percent) levies were issued through the ICS.

The IRS initiated several actions to ensure compliance with
I.R.C. 8§ 6343(e), including the revision of internal
guidelines and the enhancement of the ICS to alert IRS
personnel when a wage levy should be released prior to
closing a case as CNC (hardship).

The audit was performed at the IRS National Headquarters
Small Business/Self-Employed (SB/SE) Division and the
Wage and Investment (W&lI) Division. Audit work was
performed from April through November 2001 in
accordance with Government Auditing Standards. Detailed
information on our audit objective, scope, and methodology
is presented in Appendix I. Major contributors to the report
are listed in Appendix II.

® The ACS is a computerized inventory of taxpayers who have received
notices informing them they have not paid their taxes or filed returns.

* Statistics are for all types of levies; the IRS does not maintain separate
statistics for wage levies.
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Levies Are Not Always Being
Released as Required by the
Internal Revenue Code

Based on our detailed analysis of 330 cases® worked by the
CFf and/or ACS, we determined that the IRS is not always
releasing levies for tax accounts placed in CNC (hardship)
status as required by 1.R.C. § 6343 (a) or (e), or the intent of
the law. We identified 15 cases in which the IRS collected
approximately $19,400 as a result of levy payments received
after the CNC (hardship) determination. In these cases, the
IRS was collecting levy payments for taxpayers who were
facing an economic hardship situation.

In the 15 exception cases, 2 involved a wage levy issued
after December 31, 1999, and could be a violation of
taxpayers’ rights. For the remaining 13 cases, taxpayer
burden was adversely affected by the failure to timely
release the levy. These 13 cases involve burden to the
taxpayer rather than a potential violation of taxpayers’ rights
because there is no time frame in 1.R.C. 8 6343 (a) for the
IRS to release the levy after a CNC (hardship)
determination.

In addition, neither the Treasury Inspector General for Tax
Administration nor IRS officials could determine if levies
were properly released after the case was closed as

CNC (hardship) on 46 cases because insufficient IRS levy
data were available. As a result of the insufficient data, we
were unable to determine if these cases involved levies
(wage or non-wage) or voluntary payments. If these
payments were the result of wage levies, the IRS could have
violated taxpayers’ rights.

Overall, we identified 2 primary deficiencies that
contributed to the incorrect handling for 12 of these
15 cases. Specifically:

* The ACS does not systemically notify examiners of
open levies when they close a case as CNC (hardship).
Instead, examiners must review ACS case history
information to determine if a levy release is required -
(three cases).

® See Appendix V for the overall results of the detailed analysis.
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* The ICS levy process does not always ensure levies are
released as required - (nine cases).

The remaining three exception cases occurred due to
isolated circumstances.

The ACS does not systemically identify open levies when
a case is closed as CNC (hardship)

In 3 of the 15 exception cases, ACS personnel issued the
levy and subsequently closed the case as CNC (hardship).
The ACS histories on these three cases reflected the
issuance of a levy, but there was no indication that the
applicable tax examiners considered releasing the levy prior
to closing the case as CNC (hardship). There is no systemic
prompt in the ACS, similar to the warning message
displayed on the ICS, to alert personnel of the need to
release a levy prior to closing a case as CNC (hardship).

In 1 of the 3 cases, 12 wage levy payments, totaling $900,
were received over a 1-year period after the case was closed
as CNC (hardship).

The ICS levy process does not always ensure levies are
released as required

CFf personnel are not always releasing levies prior to
closing cases as CNC (hardship). Detailed analysis showed
that CFf personnel:

* Did not always effectively identify levies prior to
closing cases as CNC (hardship) - (five cases).

» Closed some wage levies rather than releasing them
before closing cases as CNC (hardship) -
(two cases).

* Did not always release non-wage levies when
appropriate before closing cases as CNC (hardship) -
(two cases).

CFf personnel did not always effectively identify levies
prior to closing cases as CNC (hardship). Two of the

15 exception cases involved a levy issued by ACS personnel
but the CNC (hardship) determination was made by CFf
personnel. Although the ICS was programmed to display a
warning screen for cases closed as CNC (hardship), this
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programming change identifies only wage levies issued by
CFf personnel. As a result, the warning screen is not
displayed for cases closed as CNC (hardship) if ACS
personnel initiated the levy or if CFf personnel issued a
non-wage levy.

For example, a case was transferred from the ACS to the
CFf with an open ACS levy (although no levy-related
payments had been received at the time of the transfer). The
CFf employee entered in the ICS case history that it was not
in the government’s best interest to pursue this low dollar,
low priority, and probably uncollectible account any further
and closed it as CNC (hardship). No mention was made in
the case file of the open ACS levy. However, the first of

5 levy payments was received approximately 2 weeks after
the CNC (hardship) action. These 5 levy payments totaled
approximately $1,525 and were received over a

6-month period after the CNC (hardship) action. The tax
owed was fully paid after three levy payments; however, the
levy payments continued because the levy was not released.
Consequently, 2 refund checks, totaling about $430
(including interest payments), were returned to the taxpayer.

When a case is transferred from the ACS to the CFf, not all
ACS case information, including any open levy data, is
systemically input to the ICS. As a result, CFf personnel
must manually review Integrated Data Retrieval System
(IDRS)® information to identify these levies.

In another 3 of the 15 cases where the levy was not released,
we could not determine who issued the levy. However, CFf
personnel could have performed additional research to
identify the levy source and to ensure the levy’s release
prior to the CNC (hardship) closure.

For example, CFf personnel recorded on the ICS that levy
payments were being received but the levy source was
unknown. About 2 months after making that entry, the
employee closed the case as CNC (hardship) and there was
no documentation in the case file that the employee

® IRS computer system capable of retrieving or updating stored
information on taxpayers’ account records.
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attempted to release the levy. As a result, 6 levy payments,
totaling about $480, were received over a 10-month period
after the CNC (hardship) closing. As of September 2001,
the levy payments were still being received by the IRS for
this case.

CFf personnel closed some wage levies rather than
releasing them before closing cases as CNC (hardship).
In 2 of the 15 exception cases, the wage levy payments
occurred after the case was closed as CNC (hardship)
because CFf personnel closed wage levies on the ICS, rather
than releasing the levies as required. When a levy is closed
on the ICS, it is removed from active status on the system;
however, the levy is still in effect because it has not been
released.

In addition to the I.R.C, the Internal Revenue Manual (IRM)
requires employees to release the Notice of Levy when the
levy is creating an economic hardship. Furthermore, an IRS
publication that is usually sent to each taxpayer along with a
final bill for the taxes owed states that the IRS must release
a levy if the IRS determines that the levy is creating an
economic hardship on the taxpayer. In limited situations,
CFf personnel can close a levy on the ICS. However, CFf
guidelines state that closing a Notice of Levy should not be
substituted for issuing a levy release where appropriate.

On one case, the CFf employee closed the wage levy on the
ICS after contacting the taxpayer’s employer. It appears the
ICS warning screen was not displayed when the case was as
closed CNC (hardship) because the levy was closed rather
than released. As a result, 2 wage levy payments, totaling
approximately $2,700, were received after the

CNC (hardship) closing.

On another case, the CFf employee closed the levy in
April 2000 and subsequently closed the case as

CNC (hardship) because the taxpayer had little income and
was on an indefinite leave of absence from the employer.
However, the IDRS showed that wage levy payments were
received in February and March 2000. There was no
indication on the ICS that the CFf employee was aware of
the payments. Six wage levy payments, totaling
approximately $1,240, were received prior to the
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CNC (hardship) closing and 6 wage levy payments, totaling
about $815, were received over a 1-year period after the
CNC (hardship) closing. It appears the ICS warning screen
was not displayed because the levy was closed rather than
released.

The IRS is at risk of violating taxpayers’ rights by its
practice of closing, rather than releasing, levies in these
types of cases.

CFf personnel did not always release non-wage levies
when appropriate before closing cases as

CNC (hardship). As stated previously, the IRS enhanced
the ICS to check for open wage levies when employees
close a case as CNC (hardship). However, this warning
screen is not displayed for non-wage levies issued by CFf
personnel. In 2 of the 15 exception cases, CFf personnel
issued a non-wage levy and subsequently closed the case as
CNC (hardship). Documentation in the case files did not
indicate that CFf personnel considered releasing the
non-wage levy.

For example, a CFf employee closed a non-wage levy in
June 2000 and closed the case as CNC (hardship) in
August 2000. However, 13 non-wage levy payments,
totaling approximately $1,190, were received over a 1-year
period after the case was closed as CNC (hardship). As of
September 2001, the levy payments were still being
received by the IRS for this case.

Recommendations

1. SB/SE Compliance management should take additional
actions to ensure that open levies are identified and
released as appropriate when ACS personnel close a
case as CNC (hardship). Depending on the availability
of programming resources, management should consider
enhancing the ACS to display a warning message when
a case with a levy is closed as CNC (hardship).

Management’s Response: The Office of Filing and
Payment Compliance, SB/SE, updated its hardship
procedures to require employees to document in cases
forwarded for manager approval whether a levy release is
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Currently Not Collectible
(Hardship) Case Closures Are
Not Always Appropriate

needed. Also, they requested an ACS system change that
will result in a levy release reminder message being
generated when a CNC (hardship) determination is made.

2. SB/SE Compliance management should ensure that
revenue officers review available information to
properly identify levies issued by ACS personnel and
ensure the levies are appropriately released prior to
closing a case as CNC (hardship).

Management’s Response: The Office of Filing and
Payment Compliance, SB/SE, will update procedures
requiring a review of the ACS to determine if levies should
be released. In addition, the ACS employees will be
instructed to record levy release information on the ACS.

3. Before approving a CNC (hardship) case closure, SB/SE
Compliance management should review the case file to
ensure levies are released, if appropriate, in compliance
with the 1.R.C. The revenue officer should document in
the case history the reason why a levy was closed rather
than released.

Management’s Response: The Office of Filing and
Payment Compliance, SB/SE, will request an ICS change
that will enable revenue officers to document the reason a
levy is closed but not released. In addition, procedures will
be revised to include a review of the levy disposition prior
to the approval of the CNC (hardship) determination.

4. SB/SE Compliance management should research the
46 cases in which insufficient levy data were available
to ensure the IRS is complying with I.R.C. § 6343.

Management’s Response: The Office of Filing and
Compliance, SB/SE, will perform additional research on the
46 cases.

Based upon our analysis of 330 cases closed as

CNC (hardship), we identified a separate issue in 37

(11 percent) cases where the IRS either did not determine
that an economic hardship existed or appeared to disregard
the taxpayer’s ability to make payments. As a result, the
cases should not have been closed as CNC (hardship). For
example:
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» Twenty-four cases were closed without any case
documentation supporting that the IRS contacted
the taxpayer and/or obtained current asset or
financial information from the taxpayer.

» Ten cases were closed as CNC (hardship) even
though the IRS’ analysis of each case did not
support an economic hardship determination. In
these cases, the IRS continued to receive
periodic levy payments after the case was closed
as CNC (hardship).

» Three cases were closed by the group manager
without any documented case research or
assignment to a revenue officer.

The IRS’ policy provides for removing a delinquent tax
account from active inventory if, after all required steps in
the collection process have been taken, the account is
determined to be currently not collectible. Before closing a
case as CNC (hardship), IRS personnel are required to
obtain and analyze information on the taxpayer’s assets,and
the taxpayer’s financial information if the taxpayer’s
liability exceeds a certain dollar amount. Currently not
collectible determinations generally require the approval of
the immediate manager to ensure the investigation met
established standards.

If the IRS determines that the taxpayer has some ability to
pay or agrees to make payments, various collection options
can be considered, including installment agreements.
However, as of April 1998, the IRS could no longer accept
an installment agreement if it would not fully pay the tax
liability before the collection statute expiration date
(CSED).” The I.R.C. § 6502 (2000) prohibits the IRS from
taking further collection activity after a collection statute
expires.

" The CSED is the last date to collect delinquent taxes without filing a
suit for judgment. It is usually 10 years from the date taxes were
assessed.
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IRS Compliance management believed that some of the

37 cases were closed as CNC (hardship) because installment
or levy payments would not satisfy the tax liability before
the CSED. As aresult, an installment agreement or other
collection option could not be used to close these cases out
of active inventory. The CNC (hardship) closing action was
used as an alternate means of removing cases from active
inventory. In two cases, wage levy payments continued
after the CSED, which could violate taxpayers’ rights.

Although we do not know the extent of incorrect CNC case
closings, it may adversely affect the accuracy of statistical
reports capturing this type of information. IRS management
uses these reports for budget planning, program evaluation,
operational control, and analysis of resource allocation.

Recommendations

5. SB/SE Compliance management should issue guidelines
instructing field personnel how to close cases in which
the taxpayer has some ability to pay but the payments
will not fully pay the tax liability before the CSED.

Management’s Response: The Office of Filing and
Payment Compliance, SB/SE, will update procedures to
allow installment agreements if at least one of a taxpayer’s
balance due accounts can be satisfied. In addition, they
have requested legislation to allow agreements even if none
of a taxpayer’s balance due accounts can be fully satisfied,
in order to allow monthly payments when taxpayers have
the ability to pay.

6. SB/SE Compliance management should ensure that a
hardship determination is made before approving cases
closed as CNC (hardship).

Management’s Response: The Office of Filing and
Payment Compliance, SB/SE, will strengthen guidance on
the appropriate use of hardship closing codes and for
managers to ensure a hardship condition exists prior to
approving a CNC (hardship) determination.
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Payments Are Being
Erroneously Recorded as
Originating from a Levy Action

The IRS’ enforcement statistics on revenue generated from
levies are inaccurate. Numerous non-levy payments

(e.g., voluntary payments from taxpayers) are being
erroneously recorded as levy payments. During our analysis
of 330 cases closed as CNC (hardship), we identified

197 (60 percent) that had non-levy payments erroneously
recorded as levy payments. For these 197 cases, as many as
1,700 payments may have been erroneously recorded as
levy payments as of September 30, 2001.

IRS computer systems have been programmed to accept a
two-digit Designated Payment Code (DPC) that identifies
the source of a payment (e.g., levy, seizures, etc.). Data
from this type of input are accumulated on a national basis
to determine the revenue effectiveness of specific collection
activities.

Collection payments are processed in IRS offices known as
campuses. If the payments are the result of an ACS
collection action, they are sent directly from the taxpayer or
employer to a post office box for an IRS campus. IRS
campus personnel, who are not directly involved with the
ACS collection activity, process the payment and enter the
DPC data. If the payments are the result of a CFf action,
they are sent to a CFf employee who completes a payment
voucher and enters the DPC data. Because the payments are
generally sent to the CFf employee responsible for the
collection action, the employee should be able to correctly
enter the DPC data. Once the CFf employee is satisfied that
the levy payments are being consistently received,
responsibility for the payments is transferred elsewhere and
the case is usually removed from the active ICS inventory.
IRS guidelines require that the IDRS be used to research
taxpayers’ accounts and verify proper application of
payments.

Detailed analysis of the 197 cases with erroneously recorded
levy payments showed that 173 (88 percent) involved
ACS-related collection actions. Of these 173 tax cases:

» Payments were processed at 3 IRS campuses for
161 (93 percent) cases.
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» Similar payment amounts were recorded not only as
a levy but also as either a miscellaneous payment
and/or with no DPC for 149 cases.

According to Customer Account Services officials from the
W&aI Division, the IRM does not provide detailed
guidelines for processing ACS levy-related payments. An
official from an IRS campus stated that its day shift
processes most payments received from the ACS post office
box as levy payments while its night shift processes the
same type of payments as miscellaneous payments.

Before the ACS can issue a levy, it must issue a Notice of
Intent to Levy and a Notice of Your Right to a Hearing to
the taxpayer. A Transaction Code (TC) 971, Action

Code 69, systemically records the Notice of Intent to Levy
on the IDRS. Before levying, ACS personnel are required
to check that this transaction code is on each tax period
included on the levy. Of the 173 cases involving
ACS-related collection actions, 122 (71 percent) did not
have the TC 971, Action Code 69 on the tax account. Thus,
the payments were most likely not from a levy source. If
IRS personnel researched the IDRS for this transaction
code, they could better ensure that payments are accurately
recorded.

The Office of Revenue Analysis has a project underway
involving DPCs. The goal of the project is to be able to
respond to potential questions about the correlation between
enforcement revenue and specific collection actions, such as
levies. As a result of the non-levy payments recorded as
levies, the IRS” management information system may not
accurately show the amount of revenue collected from the
levy process.

Recommendation
7. W&I Customer Account Services management should
clarify internal guidelines to ensure the sources of

payments are accurately coded on the IRS’ computer
system.
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Management’s Response: Submission Processing, W&,
will issue a memorandum to the field reiterating the need to
follow procedures when applying levy payments.
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Appendix |

Detailed Objective, Scope, and Methodology

The overall objective of this audit was to determine if the Internal Revenue Service (IRS)
complied with the Internal Revenue Code (I.R.C.) when processing levies on cases closed as
currently not collectible (CNC) due to economic hardship. We performed the following tests to
accomplish this objective:

l. Determined the process the IRS uses to impose, release, or prevent levies on CNC
(hardship) cases. Specifically, we:

A. Determined the 1.R.C. § 6343 requirements for processing cases involving both a levy
and CNC (hardship) closure.

B. Interviewed IRS collection and remittance processing management and analyzed IRS
procedures and controls to determine how the IRS processes levies involving cases
closed as CNC (hardship).

C. Determined if the IRS completed all scheduled action items that were identified as
being needed to effectively implement changes to the I.R.C.

D. Determined if the IRS monitored compliance with I.R.C. § 6343 for cases involving
both a levy and a CNC (hardship) closure.

Il. Determined if the IRS timely released or prevented levies on cases either being closed or
recently closed as CNC (hardship).

A. Obtained a national computer extract on March 28, 2001, that identified 4,257 cases
that had levy and a CNC (hardship) status, both imposed after December 31, 1999.

1. Reviewed all 292 cases identified in which a levy continued after the case was
closed as CNC (hardship).

a. Selected a judgmental* sample of 210° cases in which either a levy payment
continued for over 45 days after the case was closed as CNC (hardship) or
more than 1 levy payment was received after CNC (hardship) closure.

! Based upon analysis of a national computer extract, we identified cases that appeared to be in non-compliance with
I.R.C. 8 6343 and decided to include only those cases in our judgmental sample to efficiently use available audit
resources.

Z Eighty-two cases either had only 1 levy payment received after the CNC (hardship) closure or all levy payments
stopped within 45 days of the CNC (hardship) closure. For these cases, we determined that the “as soon as
practicable” provision of I.R.C. § 6343(e) was met. We performed detailed analysis on the remaining 210 cases that
had more than 1 levy payment or the levy payments continued beyond the 45 days.
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2. Reviewed all 176 cases in which a levy was imposed within 30 days after the case
was closed as CNC (hardship).

a. Selected a judgmental® sample of 120* cases in which either a levy payment
continued for over 45 days after the case was closed as CNC (hardship) or
more than 1 levy payment was received after the CNC (hardship) closure.

B. Determined the amount of the inappropriate levy payments received during the period
January 1, 2000, through September 30, 2001, for the exception cases identified in
Audit Steps I1LA.1. and I1.LA.2.

® Based upon analysis of a national computer extract, we identified cases that appeared to be in non-compliance with
I.R.C. 8 6343 and decided to include only those cases in our judgmental sample to efficiently use available audit
resources.

* Although the 176 cases had a levy payment start within 30 days after the case was closed as CNC (hardship),

56 cases either had only 1 levy payment received after the CNC (hardship) closure or all levy payments stopped
within 45 days of the CNC (hardship) closure. For these cases, we determined that the intent of I.R.C. 8 6343 was
met. We performed detailed analysis on the remaining 120 cases that had more than 1 levy payment or the levy
payments continued beyond the 45 days.
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Major Contributors to This Report

Daniel R. Devlin, Assistant Inspector General for Audit (Headquarters Operations and Exempt
Organizations Programs)

Nancy Nakamura, Director

Jeffrey M. Jones, Audit Manager

Margaret Anketell, Senior Auditor

Kenneth Forbes, Senior Auditor

Cheryl Medina, Senior Auditor

Jeffery Smith, Senior Auditor

Donald Martineau, Auditor

Michael McGovern, Auditor
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Report Distribution List

Commissioner N:C
Director, Compliance, Small Business/Self-Employed Division S:C
Director, Customer Account Services, Small Business/Self-Employed Division S:CAS
Director, Compliance, Wage and Investment Division W:CP
Director, Customer Account Services, Wage and Investment Division W:CAS
Chief Counsel CC
National Taxpayer Advocate TA
Director, Legislative Affairs CL:LA
Director, Office of Program Evaluation and Risk Analysis N:ADC:R:0O
Office of Management Controls N:CFO:F:M
Audit Liaisons:
Director, Compliance, Small Business/Self-Employed Division S:C
Director, Customer Account Services, Small Business/Self-Employed Division S:CAS
Director, Compliance, Wage and Investment Division W:CP
Director, Customer Account Services, Wage and Investment Division W:CAS
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Appendix IV

Outcome Measures

This appendix presents detailed information on the measurable impact that our recommended
corrective actions will have on tax administration. These benefits will be incorporated into our
Semiannual Report to the Congress.

Type and Value of Outcome Measure:

» Taxpayer Rights — Potential; 2 taxpayer accounts in which wage levy payments totaling
approximately $3,500 were not released after the cases were closed Currently Not
Collectible (CNC) due to economic hardship (see page 3).

Methodology Used to Measure the Reported Benefit:

We obtained a computer extract on March 28, 2001, that identified 4,257 cases the Internal
Revenue Service (IRS) both imposed a levy on and closed as CNC (hardship) after

December 31, 1999. Using this extract, we judgmentally sampled 210 cases in which either a
levy payment continued for over 45 days after the case was closed as CNC (hardship) or more
than 1 levy payment was received after the CNC (hardship) closure. In addition, we
judgmentally sampled 120 cases in which a levy payment was imposed within 30 days of the
case being closed as CNC (hardship) and either a levy continued for over 45 days or more than
1 levy payment was received after the CNC (hardship) closure. Based upon this detailed analysis
of 330 cases, we identified 2 cases in which the IRS did not release wage levies as required by
Internal Revenue Code (I.R.C.) § 6343 (e). For these two cases, we researched the Integrated
Data Retrieval System to identify levy-related payments received by the IRS after the case was
as closed CNC (hardship).

Type and Value of Outcome Measure:

» Taxpayer Burden — Actual; 13 taxpayer accounts in which levy payments totaling
approximately $15,900 were not released after the case was closed as CNC (hardship)
(see page 3).

Methodology Used to Measure the Reported Benefit:

We obtained a computer extract on March 28, 2001, that identified 4,257 tax cases the IRS both
imposed a levy on and closed as CNC (hardship) after December 31, 1999. Using this extract,
we judgmentally sampled 210 cases in which either a levy payment continued for over 45 days
after the case was closed as CNC (hardship) or more than 1 levy payment was received after the
CNC (hardship) closure. In addition, we judgmentally sampled 120 cases in which a levy
payment was imposed within 30 days of the case being closed as CNC (hardship) and either a
levy continued for over 45 days or more than 1 levy payment was received after the

CNC (hardship) closure. Based upon this detailed analysis of the 330 cases, we identified
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13 cases in which the IRS did not release levies as required by I.R.C. § 6343 (a). For these
13 cases, we researched the Integrated Data Retrieval System to identify levy-related payments
received by the IRS after the case was closed as CNC (hardship).

Type and Value of Outcome Measure:

* Reliability of Information — Actual; 37 taxpayer accounts that were inappropriately
closed as CNC (hardship) (see page 8).

Methodology Used to Measure the Reported Benefit:

We obtained a computer extract on March 28, 2001, that identified 4,257 cases the IRS both
imposed a levy on and closed as CNC (hardship) after December 31, 1999. Using this extract,
we judgmentally sampled 210 cases in which either a levy payment continued for over 45 days
after the case was closed as CNC (hardship) or more than 1 levy payment was received after the
CNC (hardship) closure. In addition, we judgmentally sampled 120 cases in which a levy
payment was imposed within 30 days of the case being closed as CNC (hardship) and either a
levy continued for over 45 days or more than 1 levy payment was received after the

CNC (hardship) closure. Based upon this detailed analysis of 330 cases, we identified

37 taxpayer accounts cases that should not have been closed as CNC (hardship).

Type and Value of Outcome Measure:

» Taxpayer Rights — Potential; two taxpayer accounts in which wage levy payments
continued after the collection statute expiration date (see page 8).

Methodology Used to Measure the Reported Benefit:

We obtained a computer extract on March 28, 2001, that identified 4,257 cases the IRS both
imposed a levy on and closed as CNC (hardship) after December 31, 1999. Using this extract,
we judgmentally sampled 210 cases in which either a levy payment continued for over 45 days
after the case was closed as CNC (hardship) or more than 1 levy payment was received after the
CNC (hardship) closure. In addition, we judgmentally sampled 120 cases in which a levy
payment was imposed within 30 days of the case being closed as CNC (hardship) and either a
levy continued for over 45 days or more than 1 levy payment was received after the

CNC (hardship) closure. Based upon this detailed analysis of 330 cases, we identified

2 taxpayer accounts in which wage levy payments continued after the collection statute
expiration date.

Type and Value of Outcome Measure:

* Reliability of Information — Actual; 197 taxpayer accounts with payments that were
erroneously coded as levy payments on the IRS’ computer system (see page 11).

Methodology Used to Measure the Reported Benefit:

We obtained a computer extract on March 28, 2001, that identified 4,257 cases the IRS both
imposed a levy on and closed as CNC (hardship) after December 31, 1999. Using this extract,
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we judgmentally sampled 210 cases in which either a levy payment continued for over 45 days
after the case was closed as CNC (hardship) or more than 1 levy payment was received after the
CNC (hardship) closure. In addition, we judgmentally sampled 120 cases in which a levy
payment was imposed within 30 days of the case being closed as CNC (hardship) and either a
levy continued for over 45 days or more than 1 levy payment was received after the

CNC (hardship) closure. Based upon this detailed analysis of 330 cases, we identified

197 taxpayer accounts that had non-levy payments erroneously coded as levy payments.
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Appendix V

Results of Detailed Case Analysis*

Non-Compliance With Internal Revenue
Code (I.R.C.) 8§ 6343 or the Intent of the
Law (see page 3)

Complied With 1.R.C. § 6343 or the Intent
of the Law

Insufficient Data to Determine Compliance
With I.LR.C. § 6343
(see page 3)

Improperly Closed As Currently Not
Collectible (Hardship) (see page 8)

Erroneously Coded As Levy Payment
(see page 11)

Total

15

35

46

37

197

330

! We initially reviewed 468 cases in which the levy continued after the CNC (hardship) determination or the levy
was imposed within 30 days of the CNC (hardship) determination. We determined that levy payments stopped
within 45 days after the CNC determination in 138 cases. For these cases, we determined that the “as soon as
practicable” provision of 1.R.C. § 6343(e) or the overall intent of the law was met. We performed detailed analysis
on the remaining 330 cases that had more than 1 levy payment or the levy payments continued beyond the 45 days.
See Appendix | for additional information on the methodology used to judgmentally sample these cases.

Page 21



The Internal Revenue Service’s Levy Process Can Be Improved to
Ensure Compliance With the Internal Revenue Code

Appendix VI

Management’s Response to the Draft Report

e ETE T Y

DEPARTHMENT OF THE TREABURY
INTERHAL RFVEHUE EERVIEE
WASHIRGTON. B.C. sddid
IHH.LHJHHI:::::!"-"“TEFH# Dosimva M
Mmrch 2T, 2002

MEMORANDLM FOR éﬂ CTOMR GENERAL FOR AUDIT

!-rr-l hnilumtluﬂ-&rﬂnﬂ:l Divislon

SLIBJECT: Dt At — Tha InhlrrIIl-l Mavsanen Serdce's Lowy
Proosss Coan Bo moroved io Better Ensure Commpliance With
T Insernal Rlevenue Coda (AR Mo, 2007 10021}

| mcimwmse your repart Bnd sgres wa ooan Improve sur procsasing of [eves when olsaing
& casn currantly nol collestibbe [CRHO) dus & ecanseie Rhardablp, The el ciening seod
Refarm act of 1888 megquings s o releass @ wage levy whan closing o case due io
economic hardship. Whils fifieen emons cut of ovar 200,000 levies imsudid may sposor
ingignificont. | recognize the impact on the afected Eepayens and am committed o
brling tha wiror rele B oo G R il poeeile,

Thia procaas ia rize (facthoe for Myvioa Boend @fer Decamibar 371, 1H08),

rajulifirng procsdursl and syiemic revision b prooseees, 'which wene in place on the

oifocther dade. Ve'e cominus be improve our combroly und pracscume jor his proceas e
mlhdmmtmmhmntbmfﬂmmrm

| agres with the oubooms mesasunes you descibe in Appendb I of your raport.
Hirapgronr, wis @re unabla i provids oy furifier relef o tha sffecied taxpayers due o
reguilatoery consbralmis. F s inporiant o noba, eoweseern, that thes debis ware legRimate
arid b FonEy Was appled 1o he ainguan] accounie.

Dur commants an (hs Mcommendations In this epoet sre s follas:
RECOMMENDATION 1

SRAE Camplmnce mansgamen should talos addiionsl actions to snsurs that opon
lavios o denified and relsased B8 BpOfORdats When SJdlomabed colleoion §ysbem
{ACE) paresniinl closn & cass THNE (ardahip), an the dvillability of

Bregiamming rescurces, management should conssdar ncing the ACS to display &
WEITIHIG FrRSRAGS When & coss Wih @ ey I8 dosed CNC (hardship).
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LU R R

ASSESSMENT OF CALUSE(S)

Frocedures rguire reease af lewy when ing cases SHE (h . I afe
Imm_mhmnmhﬁm biBaspan BN mmﬂﬂﬂ:h;;ﬁw
Lﬂ:ﬂﬂl‘llﬂmn and iha manage: who approved |t led b overaoking the relaasa of the

CORRECTIVE ACTIONS

A, Mmlunﬂﬂwrwﬁhmmm-w and
now reguing arglayess B documaent in cases farwarded MBS g ;
whathar & lovy refease |8 needed. s e

B Wea also requested an ACS system change resuling in 8 levy relsass remnder
message “Any Levy Ralsases Required? whan tha

e Ayl _uqu smployes anies a hardship

IMPLEMENTATION DATE

A Complatad March 18, 2002

8. duly 1, 2003 fo complats system change)

RESFFONSIBLE OFFICIAL(S)

Lirector, Fiing and Payment Compliancs
Small BusinsssSel-Emploved

CORREGTIVE ACTION(S) MOMITORING PLAN

Tha siafl of the Office of Fiing and Paymant Compllance, SB/SE will monRor and advise
tha Diroctor of Filing and Payment Compliance of any delays, !

RECOMMENDATION 2
m"tﬂmﬂm mmwn"c? pamsonng! and mm:f:::r
are appropriately relsased prior to dosing & case CNC (hardship),

ASSESSMENT OF CAUSE(S)

In =0Mme cases, revenue offfoers revigwed ICE case historas. Thay L
mmmmu:ﬁnw{nﬁﬁumnnrmgﬂi:m. & e
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LALDE -] )

CORRECTIVE ACTIONS
Wa will add instructions 1o IRM 5.18 ([CNC) requiring case reviews to determine whathar
we should relesss levies, The sstructions wil require 8 review of AGS and all ofher

Wrrhmrym-hnlﬂrdmhrmﬂu--&hm.ummm
mwm ﬂﬂ:ﬂmimmh redeanad.] in eddition, the ACH IRM “EH-‘
lmlnm.i.-:a Brisu . whisn an employoa releases & levy, ha or shs misl

meoiactile W hariatl ey oot ¥ e o iRy acouts
Fyviom ahows + eguie saies of oyrmarte, we vl ke Cove ) oo e s e,
of lewias i known,

IMPLEMENTATION DATE

Dacamber 1, 2003

RESFONSIBLE OFFICIAL[S)}

Direcicr, Filing and Payment Comglinnce
Semall Business/Sall-Emphoyed

CORRECTIVE ACTION{S) MONTORING PLAN

The staff of the Offive of Filing and Payment Compliance, SB/SE wil monter and
the Director of Filing and Payment Compliance of any delays. i

RECOMMENDATION 3

Anfare approving a CNC (hardship) case closure, SBVSE Camplancs maragamant

mﬁuﬁ&*m"" filg ip Bneure levies are relsased, If appropriate, in compliancs
revanus officar should dacurmant in the case histany

H vy wag closed rether theen released. o JRIcnhy

ASSESEMENT OF CALSE[S)
mwmammm.whmmmm. Thie choices

whor thae ressons as “Satisfied,” “Conlinuous Wape,” W0 Funds,” and “Othar.” Ol tha
:-unrn gacurnet the Fasson tha revenus officar dossd the ey rathar than ruhfliqn
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@oag-noe

CORRECTIVE ACTIONS

o, Wa will eguast an ICS changs, 8o & faurth iBersl tells the revenus
dﬂﬂdﬁﬁﬂfhmﬂlvy-'thlﬂ.'um‘m.* ki i

B. We wdll revvisn the IRM b include a “dis
of hanisaip ChCR. a “disposition of levy” review, prior to agproval

IMPLEMENTATION DATE
A barch 1, 2003
] Dacambar 1, 2003

RESPONSIBLE OFFICIAL(S)

Director, Fing and Paymean Complance
Small Businoss/Sail-E mployed

CORRECTWE ACTIONS) MONITORING PLAN

The staff of the Cilice of Filing and Paymen! Complisnce, SE/SE wiil manitar and adi
ifws Diracior of Filing and Paymant Compllance of any dalays, e 2

RECOMMENDATION 4

BB/SE Complinncs management shouk! resesrch the 48 cases In which Insuroism lay
data was svalable 1> snsurs the [HS s comglying with IRC 8243,

ASSESSMEMNT OF CALUSE(S)

Tha revenue officer sither did not find Infarmation from the ACSACS archives or the
irfonmation did not adequately docwment ihe reasons why the ravenus officer ratained
ey paymants after raporting an account CRNC (hardship),

CORRECTIVE ACTIONS

Whe will conduct additional research an thoss 48 cases.

IMPLEMENTATION DATE

Saptambes 30, 2002
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O A

RESPOMBIBLE OFFICLAL(S)

Diractor. FAIRG and Payrmant Gompll
Sl Emhilmﬂ-w il

CORRECTIVE ACTION{S) MOMNITORING PLAN

Th-mifntml._ﬂrﬂm afl Filing and Paymand Complisnce, SBYSE will monitor and advisa
tha Diracter of Filing end Paymant Compliance of any delays,

RECOMMEMNDATION 5

fﬂéalﬂurﬂf‘mhwmm&hMQMIm Instructing fald personng Fow
O ClIOSE& CaSes Inw Laxpa s ability o , LIl il e |
mrﬂmhhlhhﬁuhﬁg. ik ikl

ASSESSMENT OF CAUSE(S)

In 1868 cur lagal counsel determined that Intemal Revenus Cods 6158 provided for
Instaliment apresments only if the agreemant would fully satisfy 8l cutstanding taxes on
& taxpayers sccount. Prior o 1998, we granted instalimant agresments based on
imxpayars’ ability to pay.

CORRECTIVE ACTIONS

IRM 5,14 now aliows installment sgreemants if the can salisfy ot wast one of
his or her balance dus accounts, If the taxpeyer has multiple sccounts snd cannol pay
al least one balance dus account, we direct him or har to submit offers in compromise.
YW included guidance 1o constd er enfsrcamant action f taspayars do nat submit offers
in eompromise onco roquasted fo do 8o In thess shuations. Tha IRM also provides far
egrasmenty Bt the taxpayar can fully pay by acceptance of one or teno largs paymsats
&t the end of agresments. In addition, we have requestsd b aiflorwe
egreements even if the laxpayer cannst flly satisfy any of his or her batancs dus
Beoounts, in ofder o allow monthly payments when taxpayers have the abifty io pay.

IMPLEMEMNTATION DATE
May 1, 2002 for publication of IRM; guidalinas provided 1o tha Malkd Marck 15, 2002
REFFONTIBLE OFFIGIAL(E)

Diracior, Filing and Faymant Compliancs
Semall Businsss'Sal-Employed
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Koat ane

CORRECTIVE ACTION(S] MONITORING PLAN

ThMﬂHmHHMHWMMEuﬂIW iz
the Director of Fiing snd Paymant Compliance of ary delays, e 4

RECOMMENDATION &

S8ISE Compliancs managament should ensure thet & hardship delorminaticn & mad
bafore approving cases closed CHG (hardship). g

ASSESSMENT OF CAUBE(S)

Aftar Chief Counsal's opinion in 1008 ("Assessment of Causa” &or B5), evenus officers
somelimes reporieg Bocounts Uncollectble whan lhere was an abiity o pay bacause an
Instaliment agreament could nol be approved,

CORRECTIVE ACTIONS

First, wa will strengthen tha puidance provided in the [RM 5,168 that directs manegers i
ensune a hardship condiion axists prior o spproving hardship GG, Secend, wo
baliava wi mddressed most of the “pep” case sfuations that prampted the inaperoprate
usa of cloging codes by issuing IRM 5.14. Howowar, we will also post on the 1C8
Bullatin Board g nobcs regarding the new L& guidslines and the approprats usa of
hardehip closing codies,

IMPLEMEMNTATION DATE
Decamber 1, 2002
RESPONSIBLE OFFICIAL(S)

Dirmcior, F nd Payrmant Compl
Srmall mm’s#w S

CORRECTIVE ACTION(S) MONITORING PLAN

The staff of the Ofce of Fling and Payment Compliance, SESE will monitor and advise
e Dirsctor of Filing and Peyment Complisnce of eny delays.

RECOMMENDATION T

Wal mmﬁmwwmmhmm
Engure the sources of payments are acouraiely coded on the IRS" computer ¥
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ASSESSMENT OF CAUSK(B)

While the IRM providea:spegific.guidelines for processing ACS levy related
gal)émenh. It appears that employaes did not aiways 16llowthese procedures [n the
old.

CORRECTIVE ACTIONS

a-Submisalon Proceasing:Program Analyst and a
Small Businaas Self-Emplo SB{S% Program Analys, reapenslble for Filng
Paymenta and Compliants -;r? imwed thé IRM procassirig:pfooadures. They Identified
na maljor deficiencles. SUBMSsiEn Praceseing will isaue & mamorandum to the fleld
ralt?mung the nasd to fallaw procadures, ae stated In the IRM, to prevent eny local
devigtions.

IMPLEMENTATION DATE
Juhe 1, 2002
RESPONSIBLE OFFICIAL{E)

Chief, IMF Branch
Director Submisaion Pracassing, CAS (Wage & investment Divielon)

CORRECTIVE ACTION(8) MONITORING PLAN

Submiselon Processing will perform a periodic review of tha processing of work at
campuess {o ensiire propar coding and-inpus of work. We-will use processing feadback
raceivad from Service Genter Collection Branch (SCCB)to Turther ensure processing
accuracy,

Pisase call Martha Sullivan, Director, Compliance, Smali Busineas/Sal-Empioyed, at
(202) 283-2180, if you have any questicns.

To eneure aocurate procesy




